





VI.

VIL.

VIIL.

XI.

TABLE OF CONTENTS

Introduction & QUAlITICALIONS..........ccviiiiiii e 1
Street Lighting Rates And TariffS.........ooiiiiiii e 4
The Company’s LED Conversion Costs are TOO High .........ccoceviiiininniiie e, 8

The Company’s Proposed LED Conversion Fee is Excessive and Is Unfair to Customers
who Paid Conversion CoStS UP FIONt.........coooiiiiiiiiin e 18

The Company Is Installing LED Luminaires That Are Too Bright and Too Expensive... 22
The Company’s Plan to Convert Center-Suspension Streetlights to Pole-Mounted

Cobrahead LEDS IS TOO EXPENSIVE .......ccveiieieeiesiesie e siee e e e see e e e sae e eaessaesnaeneesnens 30
The Company’s Policy of Converting HID Lights to LED on Failure Creates Tariff
Inequities Among Customers Whose Decisions Do Not Cause the Conversion............... 36
The Company’s Unmetered Lighting Rate Base and Cost Allocations Incorporate Cost-
Causation and DAt EFTOIS.........cccoiiiiiiiieiiese e 41
The Company Should Improve Its Streetlight Outage identification and Restoration
PEITOMMANCE ... bbbttt b e bbbttt r e 46
The Company’s Policy of Assessing Removal Fees on Customers is Unjust and Creates
Inefficiencies in Public Lighting SYStEMS ........ccoviiiiiieiiee e 67
Recommendations and CONCIUSION...........cuiiiiiiiii i 77



10

11

12

13

14

15

16

17

18

19

20

21

22

REVISED PUBLIC DIRECT TESTIMONY OF RICHARD BUNCH
U-20697

INTRODUCTION & QUALIFICATIONS

Please state for the record your name, position, and business address.

My name is Richard Bunch. | am Executive Director of Michigan Municipal Association
for Utility Issues (MI-MAUI). | am also a senior consultant at 5 Lakes Energy, LLC. My

business address is 115 W. Allegan St., Suite 710, Lansing, M1 48933.

On whose behalf is this testimony being offered?

I am testifying on behalf of Michigan Municipal Association for Utility Issues (MI-MAUI).

What is MI-MAUI?

MI-MAUI is a non-profit membership association formed by Michigan municipal
governments to provide them with a collective voice and technical support in their
relationships with regulated utilities and in Michigan Public Service Commission
proceedings.

Please summarize your educational background.

I hold a Master of Business Administration degree with Environmental Management
Certificate from University of Washington Business School, and a bachelor’s degree in

political science from Yale University. My resumé is attached as Exhibit MAU-1.

Please summarize your professional development coursework in the field of electric
utility regulation.

In June of 2019 | attended EUCI’s Outdoor Street Lighting Conference: Best practices in
streetlight design, strategy, deployment, and LEDs in Atlanta. In July of 2019 | attended
EUCI’s Electric Cost-of-Service - Essential Concepts for a Changing Industry Course in

Chicago.



10

11

12

13

14

15

16

17

18

19

20

21

22

REVISED PUBLIC DIRECT TESTIMONY OF RICHARD BUNCH
U-20697

Please summarize your experience in the field of electric utility regulation.

I have worked for more than five years in positions related to clean energy, primarily on
behalf of local governments. A significant portion of that work has included analysis of
MPSC rate and other cases and supporting local government participation in rate cases and
other MPSC proceedings. From 2015-2017 | organized and led the Municipal Street
Lighting Coalition, a group of 24 municipalities served by DTE Energy, which intervened
in Cases U-17767 and U-18014 and participated in the MPSC-ordered street lighting
collaborative. | organized and supported intervention of several municipalities receiving
street lighting services from Consumers Energy in case U-20134. | have submitted
comments in several other dockets on behalf of MI-MAUI and have participated in various
MI Power Grid working groups and the Electric Distribution Planning working group. My
energy-related work experience is summarized in my resumé, provided as Exhibit MAU-

1.

Have you testified before this Commission or as an expert in any other proceeding?
Yes. | provided expert witness testimony on production cost allocation in case number U-

20561, DTE Electric rate case.

What is the purpose of your testimony?
I am testifying on behalf of MI-MAUI regarding street lighting rates and tariffs. A

summary of my concerns and recommendations follows on pages 4-8.

Are you sponsoring any exhibits?

Yes, | am sponsoring the following exhibits:

MAU-1: resumé of Richard Bunch
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MAU-2: City of Ferndale LED conversion budget from DTE Energy

MAU-3: City of Grand Rapids LED conversion proposal

MAU-4: City of Detroit LED conversion bid tabulation sheet

MAU-5C: CONFIDENTIAL Consumers Energy LED conversion costs, discovery
response U20697-MAUI-CE-174

MAU-6: discovery response U20697-MAUI-CE-1144, tracking of comparative costs of
reactive vs planned LED conversions

MAU-7: Leotek HID-LED crossover recommendations

MAU-8: MyLightingGuide.com HID-LED crossover recommendations

MAU-9: Summary of Results: Round 7 of Product Testing (U.S. DOE Solid-State Lighting
CALIPER program)

MAU-10C: CONFIDENTIAL LED spec sheet from Consumers’ primary LED luminaire
provider

MAU-11: DesignLights Consortium Solid State Lighting (SSL) Technical Requirements
Version 5.1

MAU-12C: CONFIDENTIAL Consumers Energy streetlight technical specs tabulation
MAU-13: witness Aponte discovery response U20697-MAUI-CE-724 ATT 1,
Consumers Energy unmetered lighting Distribution Plant In Service

MAU-14: unified unmetered lighting rate

MAU-15: Lightsmart bid tabulation for various street lighting maintenance and
construction tasks

MAU-16: Consumers Energy streetlight outage statistics

MAU-17: DTE Energy streetlight outage statistics
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MAU-18: City of Flint streetlight removal cost

STREET LIGHTING RATES AND TARIFFS

Why are MI-MAUI member municipalities concerned about street lighting rates and
tariffs?

Street lighting is commonly the biggest energy expense for municipal governments that do
not operate water treatment facilities. Comprising just over 1% of Consumers’ rate base,
street lighting has a small impact on Consumers’ bottom line but can comprise as much as
one-third of a municipality’s energy costs.

To cut costs, municipalities are eager to quickly transition to light-emitting diode (LED)
street lighting, which is 65% more energy-efficient and has a longer service life than
incumbent high-intensity discharge (HID) lighting technologies. Customers also prefer
LED lighting because it offers superior illumination and higher reliability than HID
lighting. A growing number of municipalities also have climate, sustainability or related
policy goals that require significant energy efficiency improvements, and LED street
lighting is one of the quickest and most cost-effective ways to realize these improvements

while also improving quality of service.

What topics pertaining to street lighting will you address in your testimony?

I will primarily address issues related to the conversion of Consumers Energy’s streetlight

fleet from HID to LED technology. More specifically, I will argue that:

The Company’s LED conversions have significantly higher costs than peer utilities,
municipal utilities and third-party lighting providers;
The Company’s proposed LED fixture fee is too high and denies customers who have

previously paid full cost for LED conversions fair recovery of their investments as
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currently installs. Average costs, including higher-wattage luminaries, are somewhat
higher.

o | calculate the average total cost of LED conversions through 12/31/2018 to have
been $1,073. The Company states that it had invested $13,258,000 as of
12/31/2018%, comprising 15,320 LED luminaires? The Company also states that
customer contributions toward conversion costs as of 12/31/2018 totaled
$3,180,615.2 The sum of customer contributions and Company capital costs
through 2018 was therefore $16,438,615 and the average conversion cost was
therefore $1,073.

o | estimate the average LED conversion cost in 2019 was $859. In 2019, “the
Company identified 4,308 mercury vapor and roughly 16,060 burnouts converted
to LEDs...”* The Company budgeted $17,500,000 in additions to LED (GU-XL)
streetlighting assets that year.®

Q: How do Consumers’ conversion costs compare to those of peer utilities and

competitive market lighting installers?

A: Consumers’ average LED conversion costs are about 4x what other providers charge

lighting customers for comparable conversions.

0 My Exhibit MAU-2 is a LED streetlight conversion proposal provided to the City

of Ferndale, Ml by DTE Energy in May of 2019, and retrieved from the City

! Discovery response U20697-MAUI-CE-724-Aponte-ATT1, row 6.

2 Witness Miller, WP+HWM-24, sum of fixtures converted before 2018 policy change (call G41) and after policy
change through 12/31/2018 (cell D10).

3 Discovery response U-20697-MAUI-CE-1138(b), witness Aponte.

4 Discovery response U20697-MAUI-CE-735(b), witness Miller.

> Witness Aponte, discovery response U20697-MAUI-CE-724-Aponte-ATT-1, sum of rows 26 to 28.

9
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Council’s public website.® The cost figures are not itemized, but the lowest-
wattage, and therefore cheapest, conversions shown on the proposal are comparable
to the conversion example that company witness Miller provides. The average gross
cost per fixture for conversion is about $239, but after energy optimization rebate
the city’s out-of-pocket net cost was $357,018 for 1,744 fixtures, an average cost
of $204 per fixture. This unit cost is dramatically lower than costs allocated by
Consumers Energy for comparable conversions.

My Exhibit MAU-3 is a budgetary estimate prepared for the City of Grand Rapids
for LED streetlight conversions, provided in MPSC case U-20134 by witness
Douglas Jester on behalf of the Cities of Grand Rapids and Flint. Mr. Jester’s direct

testimony in that case reads:

“The City of Grand Rapids has obtained cost information from vendors and
prepared a budgetary estimate for conversion of its City-owned streetlights to LED.
I have summarized that information as Exhibit FGR-7. The City’s estimate is
$415.65 per light for the conversions, including an approximately $90.39 cost to
purchase software and an advanced communications and control module in each
light, which Consumers Energy does not include in its lights. Thus, Consumers
Energy’s $650 cost to convert a light to LED appears to be about twice the cost to

the City of Grand Rapids from an independent vendor, when the $90.39 module is

Shttps://docs.google.com/gview?url=https%3A%2F%2Fgranicus_production_attachments.s3.amazonaws.com%2Ffe
rndalemi%2Fc2ea044188fa3d749010f2906a1805h90.pdf&embedded=true&urp=gmail_link

10
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factored in.”’

Note also that Grand Rapids estimated an average fixture cost of $225.26 per light.
If we substitute Consumers’ actual fixture costs, which for the most common LED
fixtures are at least $100 lower than Grand Rapids’ estimate, then Grand Rapids’
average cost per equivalent fixture would be very similar to the costs assessed by

DTE.

My Exhibit MAU-4 is a bid tabulation sheet provided by the Detroit Public
Lighting Authority, for a 2019 project replacing 20,154 LED streetlights of a model
prone to premature failure. This project is similar in scope of work to removing an
HID luminaire and replacing it with an LED luminaire, per the Company’s current
process. However, material costs were not included in the Detroit bids because the
failing lights were under warranty. Bids were to cover removal of defective
luminaire, installation of new luminaire, storage and traffic control costs. Bids
ranged from a low of $65/luminaire to a high of $195. If $100-$200 were added for
luminaire cost, these bids would have very similar average cost to the Ferndale and

Grand Rapids projects.

Both the Grand Rapids and Detroit bids came from third-party, competitive market
providers. They do not separately specify other direct costs and loadings, which are

presumably embedded in the specified direct costs. In contrast, Consumers’ other direct

" MPSC case U-20134, Corrected Direct Testimony of Douglas Jester, p.18.

11
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costs and loadings are roughly [|-]] the direct labor and materials costs.

In sum, these data show that other regulated utilities, and municipal utilities offering
comparable streetlighting LED conversion services, incur dramatically lower costs than

Consumers reports.

Why are the Company’s LED conversion costs higher than those of peer utilities and

competitive market providers?

The Company’s unloaded material and labor costs, ranging from [|-]] for the
most common LED conversions, appear to be similar to those of peer organizations.® The
biggest cost differences appear to be the Company’s other direct costs and loadings. These

include:

L
I

- |
-
I

Why do you argue that the Company’s other direct and indirect costs for LED

conversions are excessive?

Because these costs clearly exceed industry norms. Consumers should adopt conversion

methods and cost allocations that bring total costs in line with those of competitive market

8 All cost data in this response refers to U20697 Exhibit MAU-5C, confidential discovery response U20697-MAUI-
CE-174(a).

12
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providers. If the Company cannot accomplish such a cost reduction for any reason, it
should either hire third-party contractors to perform conversions, or allow customers to

contract directly with third-party providers to perform conversions.

Why are the Company’s LED conversion costs higher than the examples you

benchmark against?

The primary driver of the Company’s high conversion costs, in comparison to the other
examples | have provided, appears to be its reactive method for conversions. Reactive
conversions occur when an HID outage is reported. If the fixture is a mercury vapor or
high-pressure sodium luminaire in a cobra head installation, the Company attempts no
repairs or lamp replacements, but rather switches out the old luminaire for an LED.
Reactive conversions require a crew to gather luminaires and other materials specific to
each outage, and to incur significant down time and travel costs traveling to, and setting up

at, random outage locations. Specifically:

e The Company’s Storeroom/Material costs are allocated at about [|_
-]] indirect charge. High storage costs result from reactive conversions
because the Company needs to keep materials on hand for any contingency. Planned,
group conversions can order materials when and as needed, limiting or even eliminating
the need for keeping an inventory of backup and spare parts.

e The Company adds [|-]] in indirect fleet costs to every LED conversion, as

9 U20697 Exhibit MAU-5C, confidential discovery response U20697-MAUI-CE-174(a).

13



10

11

12

13

14

15

16

17

18

19

20

REVISED PUBLIC DIRECT TESTIMONY OF RICHARD BUNCH
U-20697

well as -]] in indirect labor (162% of the charge for direct labor for time on
job-site).1® These figures suggest that more time is spent preparing for and driving to
and from job sites than in performing the hands-on conversion work. High mileage,
and indirect labor costs in transit to jobs, result from the Company converting
luminaires as they randomly fail in different locations, rather than converting all
fixtures in a neighborhood at once, regardless of condition. In short, the Company’s
approach to conversions fails to realize obvious potential efficiencies from a process

that is substantially the same from pole to pole.

In contrast, the providers | benchmarked above all use planned, group conversions as their
predominant approach. This approach converts all luminaires in an area at the same time,
greatly reducing travel and setup time between fixtures. This approach can also reduce or
even eliminate storage costs because all materials can be delivered just in time, and
potentially direct to the work location. In short, planned conversions can sharply reduce
indirect labor, storeroom and fleet costs, which, as | noted above, add [I_]]

on top of Consumers’ direct material and labor costs.

Have the Company’s planned, group LED conversion projects been lower-cost than

its reactive conversions?

We don’t know, because the Company has not differentiated between these two approaches

in its cost tracking and allocation.

The Company has converted at least 4,750 fixtures to LED as part of planned, group

10y20697 Exhibit MAU-5C, confidential discovery response U20697-MAUI-CE-174(a).

14
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conversions,'! but has recognized no cost differential between these two approaches:
“There are no differences in determining and allocating the costs and loadings of a reactive
conversion versus a planned group conversion.”*2 However, “the Company has not studied

and compared actual costs of reactive and planned conversion projects.”*

My recommendation that the Company adopt planned, group conversion methods is
therefore based on the straightforward assertion that group conversions offer obvious
productivity gains, and the evidence that other providers who do planned, group

conversions report much lower costs.

What causes the Company to allocate higher loadings to LED conversions than the

providers you benchmarked?

The Company’s loading costs are calculated using various formulas based on unloaded
labor and materials and other direct costs. Therefore, loadings would be reduced

significantly if the various direct costs were reduced, per my testimony above.

However, as | noted above, the Company’s loadings equal [[_]] of unloaded
labor and materials for the most common LED conversions. Thus, even if other direct costs
were wholly eliminated, | estimate that the Company’s total LED conversions costs
including loadings would range from about $400 to $600 for the most common

conversions. This range is still roughly double what other providers charge, and yet these

11 Witness Blumenstock’s response to discovery question U20697-CE-MAUI-174.
12 Witness Blumenstock in response to discovery question U20697-MAU-CE-176.
13 My U20697 Exhibit MAU-6, from witness Blumenstock’s response to discovery question U20697-MAUI-CE-

1144,

15
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other providers also must cover all the same costs that the Company includes in loadings.

When loadings result in costs imposed on customers significantly in excess of competitive
market alternatives, it is incumbent on the Company and the Commission to find a way to
reduce the cost burden. If the Company cannot reduce loadings significantly when
performing conversions using Company personnel, it should either contract with third-
party providers with lower cost structures or allow customers to contract directly with third-

party providers.

Does the Company contract with third-party lighting conversion contractors? Why

or why not?

No. Witness Blumenstock states, “The Company does not currently have any third-party
contracts to perform LED conversions, nor are there any such contracts under current
consideration.” He goes on to explain, “The Company is limited by a union contract
provision under which only 15% of all low voltage distribution work, which includes
streetlighting, may be performed by third-party contractors, with the remaining 85%

required to be performed by Company employees.” 4

Contractual limitations notwithstanding, the Company had ample capacity left within the
15% outside contracting cap in 2018 to hire out for all LED conversions. In 2018, Company
employees performed 2,457,170 hours of all low-voltage distribution (LVVD) work (which
includes streetlight circuits), which would allow for 433,618 hours of contractor work.

Contractors actually performed 340,381 hours of LVD work in 2018, leaving 93,237 hours

14 Witness Blumenstock in discovery response U20697-MAUI-CE-178 (b) and (c).

16
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of unused potential contractor work.'® The Company performed roughly 10,000 LED
conversions in 2018. Crews working on planned conversion projects typically convert 3 to
4 fixtures per hour, or very roughly one conversion per labor hour. Thus, 10,000 planned
conversions would require about 10,000 contract labor hours, a small fraction of the unused

allowable contractor LVD hours in 2018.

Why should the Company allow customers to contract directly for LED lighting

conversions?

The primary reason is to allow customers to reduce conversion costs by using competitive
market providers. The Company could specify qualifications for contractors to work on its

street lighting circuits, and technical standards for luminaires.

There are at least three other reasons why customers would benefit from choosing their
own lighting conversion contractors. First, they would have more control over lighting
specifications, including HID-to-LED wattage crossovers, energy efficiency of the new
luminaires, color temperature and color rendering index, expected service life and
backlight/uplight/glare ratings. The second reason is that customers could decide for
themselves when they want to incur the expense of converting particular lights. The third
reason is that municipalities would save a significant amount of money beyond lower up-

front conversion costs, because they have a lower cost of capital compared to the Company.

Please summarize your recommendations concerning the cost of the Company’s LED

15 Witness Blumenstock in discovery response U20697-MAUI-CE-731.

17
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conversions.

I recommend that the Commission disallow excessive costs for past LED conversions to

be added to rate base.

I recommend that the Commission cap the Company’s LED conversion costs for cobra

head fixtures at an average no greater than $300 per fixture including loadings.

In support of these orders, | recommend that the Company:

e Adopt planned, group LED conversions as its primary way of deploying LED
luminaires;

e Hire third-party contractors to perform most LED conversions, or allow customers
to hire conversion contractors themselves.

THE COMPANY’S PROPOSED LED CONVERSION FEE IS EXCESSIVE AND IS
UNFAIR TO CUSTOMERS WHO PAID CONVERSION COSTS UP FRONT

How is the Company proposing to recover LED conversion costs, if not through
customer contributions?

The company calculates that it needs to charge customers $40 per LED fixture per year to
recover its investment in the LEDs. There are two problems with this proposal. First, the
$40 charge is based on excessive costs, as | argued above. Second, inadequate relief is
proposed for customers who already paid conversion costs up-front and should not be asked
to pay a second time.

How might the Commission allow the Company to recover reasonable LED

conversion costs?

18



10

11

12

13

14

15

16

17

18

19

20

21

REVISED PUBLIC DIRECT TESTIMONY OF RICHARD BUNCH
U-20697

Consistent with my testimony above, the Commission should disallow addition of
excessive conversion costs to rate base and should ensure that all customer contributions
to conversions are credited against reasonable costs.

If the Company’s conversion costs were on a par with the peer examples | provided above,
their annual cost recovery would be about $13 rather than $40. This difference would

represent very significant savings for customers, who often have thousands of streetlights.

How is the Company’s proposed $40 annual fee on LED fixtures unfair to customers
who paid contributions in aid of construction to cover conversion costs?

The Company proposes to issue a $40 annual credit to customers who paid conversion
costs up-front for the first four years after the fee is added to the LED tariff. The proposed
credit is too short in duration and denies energy-efficiency first-movers a significant chunk

of the projected financial benefits that led them to make the LED investment.

Why is the credit too short in duration?

The four-year credit, added to the varying lengths of time that customer-paid LEDs have
already been installed, add up to much less than the expected service life of an LED fixture.
It is not fair to require a customer to begin paying toward cost recovery of a replacement
asset before the replacement can reasonably be expected to enter service.

Most durable products last much longer than their initial warranty period and LEDs are no
exception. The warranty period for LEDs Consumers has installed is ten years.'® However,
the fixtures the Company has installed have a manufacturer-projected service life of at least

60,000 hours, or about 15 years.!” Newer versions of the luminaire models the Company

16 Witness Blumenstock, in response to discovery question U20697-MAUI-CE-179(d).
17 Witness Blumenstock, U20697-MAUI-CE-733-Blumenstock_ ATT 1.

19
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installs actually have much longer useful lives. The Company’s most common LED model
is a 54-watt luminaire manufactured by [[I_]], and current product literature
shows this model is expected to reach 100,000+ hours (almost 24 years) with L70 lumen
maintenance.*® The L70 rating is the manufacturer-predicted number of operating hours
until an LED luminaire dims to 70 percent of its initial light output, at which point it should
be replaced to maintain design lighting levels. L70 is important because LED fixtures tend
not to burn out suddenly so as to trigger an outage report; they tend to dim very slowly and
unnoticeably over time. Detecting LED “failure” therefore requires periodic photometric
assessment by trained staff, rather than casual observation and reporting by members of
the public.

The Company first converted a significant number of luminaires to LED in 2016, meaning
that there should be no meaningful level of LED fixture failures until at least 2031. It would
not be fair to ask customers to start paying for replacement LEDs in 2025 if the original
LEDs can reasonably be expected to continue functioning until at least 2031. If the
Company can make a reasonable showing that a significant number of first-generation
LEDs start failing earlier than their L70 ratings predict, then the duration of the credit can

be revisited in a later rate case.

How does the proposed LED credit deny customers expected returns on investment?
Customers should be permitted to benefit from cost savings the company projected for
them when they decided to invest in LEDs. For the common 100w HPS-54w LED
conversion described above, customers realize a payback in about ten years and realize net

savings only after that — disregarding the greatly reduced present value of savings ten years

18 U20697 Exhibit MAU-10

20
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from now.'® Prematurely imposing an additional $40 annual cost on these customers will
effectively ensure that these “first-mover” municipalities never recover their investments
on some, if not most, of their LEDs. Allowing these customers to benefit from their full
anticipated savings over time may also encourage them to confidently invest in future
energy efficiency projects.

What do you recommend the Commission order with respect to credits for customers
who paid up-front fees for LED conversions?

The simplest way to ensure that customers are not forced to pay twice for first-mover
conversions is to credit them back all LED cost recovery charges until their first-generation
LED fixtures are replaced. The Company has apparently not tracked individual LED
fixtures, unfortunately, making it difficult to know in the future whether any particular
failed LED fixture was installed at customer or company cost.?° | suggest two possible
solutions:

1. Credit customers for however many LED conversions they paid for until a specified
future date, after which it is assumed they will all have failed and been replaced at
company expense. That date should be set by adding the expected lifetime of the
fixtures - the manufacturer’s L70 rating — to the average installation date of
customer-paid LEDs installed before the Company began reactively converting

failed fixtures without charging a customer contribution. Although the Company’s

19 According to Company witness Miller in response to discovery question U2069-MAUI-CE-179 (6f), the common
100w HPS to 54w LED now saves customers about $70 per year and costs the customer about $700 up front, creating
an undiscounted payback period of ten years. Annual savings would be reduced to $55.80 under the Company’s
proposed rates, lengthening simple payback to almost 12 years.

20 «por planned work, the work order includes a drawing of the proposed work and captures as-built information as
entered by field personnel. For reactive work, the order captures as-built information and a general location, but does
not capture specific customer information (emphasis added). SAP orders are retained indefinitely. Given the volume
of work orders in the Company’s SAP system, it is not feasible to individually identify all such records.” Witness
Blumenstock, discovery response U20697-MAUI-CE-732.

21



10

11

12

13

14

15

16

17

18

19

20

21

22

REVISED PUBLIC DIRECT TESTIMONY OF RICHARD BUNCH
U-20697

preferred LED model now has expected lifetime over 24 years, an unknown number
of earlier-generation LEDs with expected lifetime of 15 years have been installed.
The first significant number of LEDs were installed in 2016. Therefore, |
recommend that credits be extended until at least 2032.

2. Alternatively, mandate that the credit should be extended until the Company
provides evidence in a rate case that more than half of its LEDs installed before
April 2018 (when the Company implemented its no-cost burnout conversion

program) have failed off-warranty and been replaced.

THE COMPANY IS INSTALLING LED LUMINAIRES THAT ARE TOO BRIGHT

AND TOO EXPENSIVE

Why is it important for the Company to observe technical lighting standards?

Technical lighting standards help ensure that streetlights provide the right amount of
illumination in the right places, enhancing roadway safety and minimizing wasted capital
expense, energy and light, light pollution and light trespass. Installing fixtures that are too
bright not only compromises safety and creates nuisance illumination, but also wastes

money on excessive capital and operating expenditures.

How do the Company’s conversion practices create a risk of excessive roadway
illumination?

The company is using LED conversion crossover equivalencies that may create
significantly higher roadway effective illumination levels than the existing HID lights.
For example, the Company usually replaces 100-watt HPS fixtures with 54-watt LED
luminaires; yet it also often replaces 150-watt HPS fixtures with the same 54-watt LED.

22
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As | will discuss below, the 54-watt LED provides more effective illumination on target
than the 100-watt HPS, resulting in over-illumination, excessive capital and operating cost
and wasted energy.

How much energy should a properly specified LED luminaire use compared to the
HID fixture it replaces?

Newer LED luminaires typically use about 35% of the energy of the HID luminaires they
replace. The spec sheet for one of the largest LED streetlight manufacturers, Leotek,
recommends replacing a 100w HPS luminaire (which consumes 117 watts in total) with a
39-watt LED to provide visibility comparable to the HID being replaced.?! A 54-watt LED
is recommended only “when required to meet or exceed current luminance values or when
highly conservative light loss factors are being applied.” Other manufacturers recommend
more aggressive crossover wattage reductions than Leotek.??

The 39-watt Leotek LED produces 4850 lumens, considerably fewer than the 8500 lumens
produced by Consumers’ 100w HPS luminaires. However, lumen output alone is not a
rigorous standard for comparing HID to LED fixtures. LEDs waste a much lower
percentage of lumens to internal fixture losses and lumens going off-target, and LEDs
create higher-quality light that requires fewer lumens to support necessary visual tasks.
Thus, LEDs can provide the same level of effective lighting while generating significantly
fewer lumens than HIDs.

How much more efficient are LEDs, compared to HPS lights, at ensuring lumens they

produce illuminate the target roadway and sidewalk?

21 Y20697 Exhibit MAU-7
22Gee also U20697 Exhibit MAU-8 for an example of manufacturer-recommended HID-LED crossovers with
somewhat higher energy savings than Leotek’s.
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LEDs are substantially more efficient and accurate than HPS and mercury vapor fixtures.
To illustrate, | reference the common 100w HPS to 54w LED conversion cited by the
Company in discovery responses. The Company’s tariffs state that the 100w HPS creates
8,5000 lumens, but it is important to consider how many of those lumens end up in the
target area of the roadway. HPS fixtures have a much higher proportion of lumens produced
that are wasted or go off target, compared to LEDs.

Existing HPS fixtures typically lose 35% to 37% of their rated output to internal fixture
losses. Thus, the U.S. Department of Energy’s CALIPER 7 study (Exhibit MAU-9)
reported the actual lumens exiting a typical “benchmark” 100w HPS fixture is 6,540
lumens, although it produced 9,500 lumens in total.?®> LED luminaires suffer from virtually
no internal fixture losses.

In addition, lumens that do exit the fixture may go off target. Manufacturers provide BUG
(Backlight, Uplight, Glare) ratings for their fixtures. Higher numbers equate to higher
lumens going off-target. The Company’s 100w HPS fixture has a BUG rating of B3 U3
G2.24, indicating that this fixture loses significant lumens to backlight (e.g., toward houses
rather than toward street) and uplight (light pollution) and creates a moderate amount of
discomfort glare for roadway users. In comparison, the Company’s standard replacement
for the 100w HPS, a 54w LED, rates B1 U0 G1, indicating very low loss to lumens going
off-target.

Summing internal fixture losses and lumens going off target, of the 8,500 lumens generated

by the Company’s standard 100w HPS luminaire, the effective lumens aimed at the

23 “gummary of Results: Round 7 of Product Testing,” DOE Solid State Lighting CALIPER Program, table 2, p.8.
Attached as Exhibit MAU-9.
24 U20697-MAUI-CE-733-Blumenstock_ATT_1, “Sheet 1”.
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to customers, upon request, at average system net asset value.

RECOMMENDATIONS AND CONCLUSION

Please summarize your recommendations to the Commission.

I recommend that the Commission disallow excessive costs for past LED conversions to

be added to rate base.

I recommend that the Commission cap the Company’s LED conversion costs for cobra
head fixtures at an average no greater than $300 per fixture including loadings.

The Commission should order the Company to issue bill credits to all customers who paid
for LED conversions, fully offsetting rate increases caused by LED conversion costs added
to rate base, until 2032 or until such time as the Company can demonstrate that more than
50% of LEDs installed before 2018 have failed off-warranty and been replaced.

I recommend that the Commission limit the Company’s ability to recover costs if it buys
technologically outdated street lighting equipment that falls short of current standards for
energy efficiency, illumination quality and service life.

The Commission should approve the Company’s proposal to replace center-suspension
streetlights with pole-mounted LEDs at no out-of-pocket cost to the customer. The
Commission should not approve the Company’s projected costs or lighting design for these
LED conversions, and should instruct the Company to revise its plans to provide cost-
competitive services that meet roadway lighting standards.

The Commission should order the Company to implement a single, unified unmetered
lighting rate for Company-owned fixtures, that charges customers the same amount for

equivalent lighting regardless of fixture technology type.

7
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. INTRODUCTION & QUALIFICATIONS

Please state for the record your name, position, and business address.
My name is Richard Bunch. | am a Senior Consultant of 5 Lakes Energy LLC, a Michigan
limited liability corporation, located at Suite 710, 115 W Allegan Street, Lansing, Michigan

48933.

On whose behalf is this testimony being offered?
| am testifying on behalf of Michigan Environmental Council (“MEC”), Natural Resources
Defense Council (“NRDC”), Sierra Club (“SC”), and the Citizens Utility Board of

Michigan (“CUB”).

Please summarize your educational background.
| hold a Master of Business Administration degree with Environmental Management
Certificate from University of Washington Business School, and a Bachelor’s degree in

Political Science from Yale University.

Please summarize your professional development coursework in the field of electric
utility regulation.

In June of 2019 I attended EUCI’s Outdoor Street Lighting Conference: Best practices in
streetlight design, strategy, deployment, and LEDs in Atlanta. In July of 2019 | attended
EUCT’s Electric Cost-of-Service - Essential Concepts for a Changing Industry Course in

Chicago.

Please summarize your experience in the field of electric utility regulation.
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| have worked for more than five years in positions related to clean energy, primarily on
behalf of local governments. A significant portion of that work has included analysis of
MPSC rate and other cases and supporting local government participation in rate cases and
other MPSC proceedings. My work experience is summarized in my resume, provided as

Exhibit MEC-n (RIB-1).

Have you testified before this Commission or as an expert in any other proceeding?

No.

What is the purpose of your testimony?
| am testifying on behalf of MEC, NRDC, SC, and CUB regarding electricity production

cost allocation using the equivalent peaker method.

Are you sponsoring any exhibits?

Yes, | am sponsoring the following exhibits:

e Exhibit MEC-n (RJB-1): Resume of Richard Bunch

e Exhibit MEC-n (RJB-2): Equivalent Peaker production cost allocation
analysis

e Exhibit MEC-n (RJB-3): DTE Discovery response MECNRDCSCDE7.13-

7.16, narrative and attachments (plant production costs).

1. EQUIVALENT PEAKER PRODUCTION COST ALLOCATION

What is a peaker plant?

Peakers are power plants that generally run only when there is a high demand (peak
demand) for electricity. Because utilities don’t want to invest a lot of capital in assets that

2
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sit idle most of the time, peakers usually are plant types with low capital costs. They are
less efficient, and consequently cost more to operate per unit of production than base-load
plants, because it doesn’t make sense to invest heavily in a lightly used resource. Most
often, modern peakers are gas turbines that burn natural gas. DTE Energy also owns several

internal combustion peakers.

What is an “Equivalent Peaker”?

An Equivalent Peaker has the same effective capacity and in-service date as another

capacity resource.

How does Equivalent Peaker analysis inform production cost allocation?
The Equivalent Peaker method considers the demand-related portion of production plant
to be the minimum cost of reliably meeting projected demand, and the remainder to be the

energy-related portion.

If DTE Electric only needed additional reliability, and there were no need for additional
energy or economic benefit from reducing use of fuel, DTE would add peaking capacity,
such as a gas turbine. In practice, in addition to its fleet of peaking plants, DTE has often
acquired significantly more expensive coal, nuclear, wind and solar plants to reduce fuel
costs and satisfy customer preferences. Because the incurring of additional costs for those
resources, compared to equivalent peakers, was motivated by energy-related objectives,
those costs should be allocated to energy and not demand in the production allocation

function.
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Is Equivalent Peaker a generally recognized method of production cost allocation?

Yes. The National Association of Regulatory Utility Commissioners Electric Utility Cost
Allocation Manual discusses thirteen embedded cost allocation methods including
Equivalent Peaker.! The NARUC manual also recognizes the tradeoff of capacity and

energy in the choice of different kinds of electric capacity resources.?

Is Equivalent Peaker an appropriate production allocation methodology to use in
Michigan?

Yes. Wherever electricity demand is characterized by significant peaks relative to base
load, and/or where base load is expected to remain relatively stable, the main reason for a
utility to add capacity is to serve peaks in demand. This description fits Michigan well. In
this situation, incurring generation plant costs higher than required for a peaker resource is
justified only to keep energy costs down, and thus the incremental capital costs should be

allocated to energy, not capacity.

Did you make any adjustments to the standard Equivalent Peaker analysis of DTE’s
capacity resources?

Yes. DTE did not provide net book values for individual generating units, so | could not
precisely determine the current cost of each unit.> Therefore, | implemented a modified
Equivalent Peaker methodology that uses only verified data from DTE, more
comprehensively and accurately assess all costs and generates findings of more direct

relevance for rate setting purposes. While these limitations caused me to perform a

! National Association of Regulatory Utility Commissioners (NARUC), “Electric Utility Cost Allocation Manual”,
January 1992. PP.39-68.

2NARUC, ibid, p.53 and elsewhere.

3 See Exhibit MEC-n(RJB-3), DTE discovery response MECNRDCSCDE7.16

4
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modified analysis, DTE would be able to perform a standard Equivalent Peaker analysis

with its better access to unit-level cost data.

Please describe how your modified Equivalent Peaker methodology produces findings
more relevant to rate setting.

| compared Equivalent Peaker revenue requirements to revenue requirements of DTE’s
actual generating fleet in the future test year. Equivalent Peaker analysis usually compares
gross plant costs between peakers and contemporaneous actual capacity resources, without
carrying that number through to determine how it affects the revenue requirements that are

a central focus of rate making.

How does how your modified Equivalent Peaker methodology assess costs more

comprehensively and accurately?

By using a required revenue measure, | am better able to consider all capital costs,

depreciation, and operating and maintenance costs.

Standard Equivalent Peaker analysis may not take into account capital investments
subsequent to in-service date. If the equivalent peaker share of the original investment in a
non-peaker generation unit is used to allocate the costs of that generating unit between
equivalent peaker and energy costs, this omission may distort allocation of costs between
capacity and energy; pollution control retrofits, for example, would be considered energy
costs, which should reduce the overall percentage of plant costs allocated to capacity.

Standard Equivalent Peaker analysis omits such costs.

Standard Equivalent Peaker analysis also does not usually directly capture depreciation.
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Differing depreciation rates may change the ratio of Equivalent Peaker to, say, coal plant
costs over time, such that comparing original investment costs offers a less and less
accurate assessment of current costs. Many coal plants, for that matter, are now slated for
early retirement and are subject to accelerated depreciation, which we can capture by using
a required revenue measure rather than a measure pegged to original investment cost. In
sum, by incorporating net book value of assets and current depreciation, a required revenue
measure better captures how the full history of capital expenditures on a unit affect today’s

costs.

Finally, standard Equivalent Peaker analysis considers only capital investment costs, and
by doing so may fail to consider differences in maintenance and operating costs between
peakers and other kinds of generating resources. A cost measure based on required revenue,

as | use, includes operating and maintenance costs.

How were you able to perform Equivalent Peaker analysis using only data from DTE?
| found the overall average revenue requirement per MISO (“Midcontinent Independent
System Operator’’) Zonal Resource Credit for DTE’s peaker plants collectively. Similarly,
| found the total average revenue requirement per MISO Zonal Resource Credit for each
other category of capacity resource covered in the Cost of Service Study: Fossil, Nuclear,
Hydraulic and Purchased Power. Standard Equivalent Peaker methodology, in contrast,
would match contemporaneous peakers to each individual DTE generating unit, rather than
averaging costs across categories of generation types. Given its better access to cost data
for each of its generating units, DTE would be able to achieve matching of individual unit
costs to equivalent peakers, per the standard approach, even retaining the required revenue

modification | have used in order to more comprehensively analyze costs.

6
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Why did you use total revenue requirements by generation category, rather than the
standard Equivalent Peaker method of using unit-specific costs?

My modified approach was somewhat necessitated because DTE provided net book value
only by generating category (Fossil, Nuclear, Peakers, Hydraulic and Purchased Power),
rather than for each generating unit. I could not precisely calculate revenue requirements

per generating unit without knowing net book value per unit.

Although I was able to identify almost 100 peakers owned by investor-owned utilities in
Michigan and neighboring states, comparing cost data for peakers owned by other utilities
offered less equivalence to DTE resources, and in any event the unavailability of net book
value data for individual generating units would have made one-to-one equivalent-peaker

matching less accurate even had | attempted it.

How did your use of total revenue requirements per generation category, rather than
unit-specific revenue requirements, affect your findings?

My approach is conservative in the sense that it overstates the value of capacity, and
understates the value of energy, in my final production cost allocation calculation. In other
words, had data been available to match costs of every DTE capacity resource with
contemporaneous peaker(s), | would have found a lower value of capacity in production

allocation than | did.

This overstatement of the value of capacity occurs because the capacity-weighted average
age of DTE’s peakers is significantly less than that of its fossil, nuclear and hydro

resources. DTE’s peakers will have a capacity-weighted age of 26 years in 2020, while the
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combined capacity-weighted age of its fossil, nuclear and hydro units will be 44 years.* |
did not include capacity-weighted age of DTE’s PPAs in this calculation because | did not
have in-service dates for the PPAs. Although the PPAs are much newer on average than
DTE’s other capacity resources, they comprise only about 1.7% of DTE’s total ZRCs, thus

omitting them from the ZRC-weighted unit age calculation makes very little difference.

Does your modified Equivalent Peaker method reduce accuracy of your findings?

There are tradeoffs, but overall my modified approach is simpler, does not attempt to
compare DTE costs to those of other utilities, and does not depend on any estimated data,
all of which would be unavoidable if | performed standard Equivalent Peaker analysis with
the data available to me. On the other hand, the modified approach relies on a data set of
fewer peaker plants (only those owned by DTE) and does not match each capacity resource
to a contemporaneous equivalent peaker. On balance, the modified Equivalent Peaker
approach provides more credible equivalence to DTE’s capacity resources than had I

adhered strictly to standard Equivalent Peaker methodology.

How did you determine the revenue requirements for each category of DTE capacity
resource?

MEC witness Boothman provided revenue requirements by generation category.® |
modified his Total Electric required revenue by subtracting Transmission, which is

included in production cost allocation but has no associated Zonal Resource Credits.®

Why did you use Zonal Resource Credits to measure capacity of DTE’s capacity

4 Exhibit MEC-n(RJB-2), p2.
5 Exhibit MEC-n(KGB-2)
6 Exhibit MEC-n(RJB-2).
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resources?

ZRCs are the main capacity planning measure used by utilities in the MISO (“Midcontinent
Independent System Operator”) region. ZRCs measure the ability of a capacity resource to
contribute to system demand during peak periods. Resources have varying abilities to
respond to demand — for example, a gas turbine can increase output very quickly in
response to demand, but a wind turbine cannot request the wind to blow any harder. ZRCs
also account for the probability that a unit will experience a forced outage and be
unavailable for generation at the time of peak demand. Thus, ZRCs are a much more
accurate expression of a resource’s ability to contribute to system demand than is its

nameplate capacity.

How did you determine ZRCs for DTE’s various capacity resources?

ZRCs for each generating unit were provided by DTE.” | summed them within each
category of generating resource (Fossil, Nuclear, Peaker, Hydraulic and Purchased Power)
to find total ZRCs per category.® MISO energy purchases have no capacity value, and thus

have no ZRCs associated with them.

Why did you not include DTE-owned wind and solar capacity resources in your

analysis?

DTE’s wind and solar capacity resources are not included in the Cost of Service Study for
this rate case. Rates for these resources, which are part of DTE’s Renewable Energy Plan,

are determined in DTE’s Power Supply Cost Recovery cases. It would be wholly feasible

" DTE discovery responses 4.4ev-evii and 4.4fi-fii
8 Exhibit MEC-n(RJB-2)
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and appropriate to apply my Equivalent Peaker analysis to wind and solar resources as part

of a PSCR case but doing so is beyond the scope of this rate case.

How did you perform your modified Equivalent Peaker analysis?
First, | calculated the required revenue per ZRC for DTE’s peaker plants. I found that the

average peaker ZRC is associated with an annual revenue requirement of $96,230,00.°

How did you find the capacity-related share of revenue requirement within each
category of generation resource?

I multiplied the average peaker revenue requirement per ZRC times the total ZRCs in each
category of generating resource (Fossil. Nuclear, Hydraulic, PPAs and Total Electric).*
As noted above, MISO purchases have no capacity value. This product estimates the
revenue requirement were the ZRCs in each category generated wholly by
contemporaneous peakers. This number can be understood as the lowest cost DTE could
have incurred to match the total effective energy capacity in each category of generation.
It should be noted that this figure includes all of the corporate overhead, working capital,
and other costs allocated to production cost of service and is therefore not directly

comparable to such figures as cost of new entry.

How did you determine the energy-related portion of revenue requirement for each
category of generating resource?
| subtracted the equivalent peaker revenue requirement from MEC witness Boothman’s

projected revenue requirement for each category. (In the case of MISO purchases, there is

9 Exhibit MEC-n(RJB-2).
10 Exhibit MEC-n(RIB-2)
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no capacity credit, or ZRCs, so 100% of MISO purchase cost is allocated to energy.) The
difference determined by this calculation estimates energy-related revenue requirement for
each resource category. In other words, it is cost caused by efforts to reduce the cost of
energy production or satisfy customer energy preferences, not cost related to increasing

capacity of the resource.

According to your Equivalent Peaker analysis, how much of DTE’s total electric
revenue requirement for 2020 is capacity related?
Less than 32.3%, or $948,328,000, of DTE’s total revenue requirement of $2,393,675,000

for electric generation is capacity related.!

According to your Equivalent Peaker analysis, how much of DTE’s total electric
revenue requirement is energy related?
More than 67.7%, or $1,991,347,000, of DTE’s total revenue requirement for electric

generation is energy related.*?

Why do you qualify your findings with “less than” and “more than”?

Because my calculations are conservative: the true value of capacity is even lower. As
noted above, because DTE’s peakers are significantly younger than its fossil, nuclear and

hydro resources (when capacity-weighted), averaging costs across categories overvalues

11 Exhibit MEC-n(RJB-2)
12 Exhibit MEC-n(RJB-2)
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energy in the modified methodology | employed.

IV.RE

COMMENDATIONS AND CONCLUSION

Please summarize your recommendations to the Commission.

On

behalf of MEC, NRDC, SC, and CUB, | recommend that:

1. The Commission require DTE Electric to file an Equivalent Peaker production
allocation methodology in its next rate case, based on per plant revenue
requirements for each of DTE Electric’s peakers and other resources, and
appropriate age-adjusted equivalent peaker revenue requirement for non-peaker

resources.

Does that complete your testimony?

Yes.

12



CAsE No. 2020-00349 AND CASE No. 2020-00350
LEXINGTON-FAYETTE URBAN COUNTY GOVERNMENT
AND LOUISVILLE/JEFFERSON COUNTY METRO GOVERNMENT

Exhibit Bunch 10






(;+,%,7 $



4, DTE Electric published notice of hearing in DTE Electric’s electric service
territory consistent with instructions from the Commission's Executive Secretary, (1T 3) A
prehearing conference was conducted on January 10, 2017, (1T 1-6) DTE Electric, Staff and
ABATE are Parties to the proceeding, (1T 1-6; Ruling Granting Intervention of ABATE dated
May 5, 2017) The Parties filed Direct Testimony and associated Exhibits consistent with the case
schedule. DTE Electric and ABATE filed Rebuttal Testirnony and Exhibits. An evidentiary
hearing was held on October 24, 2017 at which all testimony and exhibits were bound into the
record by agreement of the Parties, (2T 7-215) Briefs and Reply Briefs were filed by the Parties
and a Proposal for Decision was issued by the presiding Administrative Law Judge on April 17,
2018. Thercatter, DTE Electric and ABATE filed timely Exceptions and DTE Electric and Staff
filed timely Replies to Exceptions. To efficiently resolve the matter, the Parties have agreed to
enter into a full settlement of this case and recommend approval by the Commission of the terms
and conditions in the paragraphs that follow.

5, The Parties request that the Commission enter an order (i) increasing DTE Electric
depreciation rates and associated depreciation expense by a total of approximately $90 million
based on depreciation rates designed by DTE Electric to accomplish the $90 million depreciation
expense increase’, see Attachment A, (ii) requiring DTE Electric Tier 2 power plants (ie. Ttenton
Channel, St. Clair and River Rouge) (hereinafter the “Tier 2 Plants”) to maintain specific, non-
group, individual power plant accounts for remaining investment and depreciation purposes, (iii)
maintaining existing depreciation rates from the U-16117 Order for DTE Electric’s Tier 2 plants,

(iv) requiring future removal costs for the Tier 2 Plants, when the removal costs are incurred, to

! Final depreciation rates will be calculated by DTE Electric reviewed by Staff and ABATE and filed with the
Commission after this Settlement agreement is approved by the Commission. The $90 million depreciation expense
amount is based on the plant balances reflected in the Company’s application in this proceeding, depreciation expense
based on rates established pursuant o this settlement and applied to plant balance reflected in Case No. U-20162 will
likely be higher than $90 million.

2




be reconciled after firm removal cost bids are accepted and reviewed by Staff and ABATE, (v)
defetring inclusion in depreciation rates of removal costs for DTE Electric’s Conner’s Creek and
Harbor Beach power plants until removal costs are actually incurred, (vi) authorizing amortization
in licy of depreciation for General Plant Account 397 Communication Equipment, (vii) authorizing
the MERC depreciation rate of 4.05%?, (vii) concluding that DTE Electric has complied with all
requitements of the U-16117 Order and the U-16991 Order, (ix) approving the effectiveness of the
depreciation rates, terms and conditions of an order approving this Seftlement Agreement upon the
effective date new retail electric rates pursuant to a final order in DTE Electric’s general rate case,
Case No. U-20162, and (x) approving a requirement for DTE Electric to file a new depreciation
case no ]ater than December of 2024 based on plant balances as of December 31, 2023.

6. In light of the proposed depreciation rates reflected in this Settlement Agreement
and the associated delay in recovery of plant costs associated with DTE Electric’s Tier 2 coal
plants, &e Parties also agree that expenditures and removal costs associated with DTE Electric’s
Tier 2 coal plants continue to be recovetable from traditional depreciation or other forms of
recovery. DTE Electric agrees to seek recovery of the remaining net book value associated with
its Tier 2 coal plants through secutitization after the Tier 2 coal plants are retired if this is the
lowest cost option for ratepayers. Other options to be evaluated inctude traditional depreciation,
regulatory asset amortization in base rates, or other forms of ratemaking or regulatory relief,

7. This Settlement Agreement is entered into for the sole and express purpose of
reaching a compromise among the Parties, All offers of settlement and discussions relating to this
Settlement Agreement are considered privileged under MRE 408. If the Commission BPproves

this Settlement Agreement without modification, neither the Parties to this settlement nor the

? Based on the 2015 MERC plant balance this results in an increase of $1.0 miilion (4.05%-2,81%) multiplied by
$84,408,903,

3




Commission shall make any reference to, or use this Settlement Agreement or the order approving
it, as a reason, authority, rationale, or example for taking any action or position or making any
subsequent decision in any other case or proceeding except as set forth horein with respect to Case
No. U-20162; provided however, such references may be made to enforce ot implement the terms
of the Settlement Agreement and the order approving it. Except with respect to and in this Case
No. U-18150 and Case No. U-20162, this Settlement Agreement does not limit any Party’s right
to take new and/or different positions on similar issues in other administrative proceedings or
related appeals. No party shall appeal a Commission order approving or implementing this
Settlement Agreement without modification.

8. This Settlement Agreement specifically does not address the regulatory {reatment
of obsolete inventory of Tier 1 power plants.

9. This Settlement Agreement is not severable, Each provision of this Settlement
Agreement is dependent upon all other provisions of this Setftlement Agreement, Failure to comply
with any provision of this Settlement Agrecment constitutes fajlure to comply with the entire
Settlement Agreement. I the Commission rejects or modifies this Settlement Agreement, this
Settlement Agreement shall be deemed to be withdrawn, and shall not constitute any part of the
record in this proceeding or be used for any other purpose, and shall not operate to prejudice the
pre-negotiation positions of any party,

10.  This Settlement Agreement is reasonable and in the public interest, and will reduce
the time and expense of the Commission, its Staff, and the Parties.

11.  The Parties agtee to waive Section 81 of 1969 PA 306 (MCL 24.281), as it applies
to the issues in this proceeding, if the Commission approves this Settlement Agreement without

modification.




12, This Settlement Agreement may be executed in any number of counterparts, each
considered an original, and all counterparts that are executed shall have the same effect as if they
were the same instrument,

IN WITNESS WHEREOF, the Partics have caused this Settlement Agreement to be duly

executed by their respective duly authorized officers as of the date first written below.

DTE ELECTRIC COMFPANY

T : Dipltally signed by Jon P,
Jon P, Christinidis awstins

By: .. Dakei2018.11.30 12:00:48 -0500° Dated: November 30, 2018
Jon P, Christinidis

Its: Attorney
Jon P, Christinidis (P47352)
(313) 235-7706

MICHIGAN PUBLIC SERVICE COMMISSION STAFF
. Digltally signed by Heather
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PROOF OF SERVICE

STATE OF MICHIGAN )

Case No. U-18150
County of Ingham )

Brianna Brown being duly sworn, deposes and says that on December 6, 2018, 2018 A.D.
she electronically notified the attached list of this Commission Order via e-mail

transmission, to the persons as shown on the attached service list (Listserv Distribution

List). 6 %{

Brianna Brown

Subscribed and sworn to before me
this 6" day of December 2018.

(oo P odiamm

Angela P. Sanderson

Notary Public, Shiawassee County, Michigan
As acting in Eaton County

My Commission Expires: May 21, 2024




Service List for Case:

U-18150

Name

Email Address

Andrea E. Hayden
DTE Energy Company
Heather M.S. Durian
Jon P. Christinidis
Michael J. Pattwell
Monica M. Stephens
Sean P. Gallagher
Sharon Feldman
Stephen A. Campbell

haydena@dteenergy.com
mpscfilings@dteenergy.com
durianh@michigan.gov
jon.christinidis@dteenergy.com
mpattwell@clarkhill.com
stephensm11@michigan.gov
sgallagher@clarkhill.com
feldmans@michigan.gov
scampbell@clarkhill.com
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STATE OF MICHIGAN

BEFORE THE MICHIGAN PUBLIC SERVICE COMMISSION

* k k k%
In the matter of the application of )
DTE Electric Company for approval of )
depreciation accrual rates and other ) Case No. U-18150
related matters. )

NOTICE OF PROPOSAL FOR DECISION

The attached Proposal for Decision is being issued and served on all parties of
record in the above matter on April 17, 2018.

Exceptions, if any, must be filed with the Michigan Public Service Commission,
7109 West Saginaw, Lansing, Michigan 48917, and served on all other parties of record
on or before May 8, 2018, or within such further period as may be authorized for filing
exceptions. If exceptions are filed, replies thereto may be filed on or before May 22, 2018.

At the expiration of the period for filing exceptions, an Order of the Commission
will be issued in conformity with the attached Proposal for Decision and will become
effective unless exceptions are filed seasonably or unless the Proposal for Decision is
reviewed by action of the Commission. To be seasonably filed, exceptions must reach

the Commission on or before the date they are due.



April 17, 2018
Lansing, Michigan

MICHIGAN ADMINISTRATIVE HEARING
SYSTEM
For the Michigan Public Service Commission

h Digitally signed by Sharon L. Feldman

S a rO n I_. DN: cn=Sharon L. Feldman, o=MAHS,
ou=MAHS PSC,

Fe I d m a n email=feldmans@michigan.gov, c=US
Date: 2018.04.17 14:45:47 -04'00'

Sharon L. Feldman
Administrative Law Judge



STATE OF MICHIGAN
MICHIGAN ADMINISTRATIVE HEARING SYSTEM

FOR THE MICHIGAN PUBLIC SERVICE COMMISSION

* % % % %

In the matter of the application of )

DTE Electric Company for approval of )

depreciation accrual rates and other ) Case No. U-18150
)

related matters.

PROPOSAL FOR DECISION

PROCEDURAL HISTORY

On November 1, 2016, DTE Electric Company (DTE) filed application to revise its
depreciation rates. DTE Electric’s application was accompanied by the testimony and
exhibits of seven witnesses: Ronald E. White, Howard R. Cooper, Paul G. Horgan,
Edward T. Henderson, Kenneth D. Johnston, Neil E. Mortenson, and Robert P. Charles.
In its application, DTE represents that it has complied with the Commission’s directions
in the two immediately prior depreciation cases, Case Nos. U-16117 and U-16991. The
application requests approval of depreciation rates with a composite average of 4.09%,
an increase over the composite average of 3.21% approved in Case Nos. U-16117 and
U-16991.

At the January 10, 2017, prehearing conference, DTE and Staff appeared, and a
consensus schedule was established. Subsequently, on May 15, 2017, DTE, Staff, and

the Association of Businesses Advocating Tariff Equity (ABATE) filed a stipulation



agreeing to the late intervention of ABATE. On that date, the ALJ issued a ruling
granting the intervention, with the proviso that ABATE agreed to accept the existing
schedule. The parties subsequently agreed to a revised schedule. Following that
schedule, on August 15, 2017, ABATE filed the testimony of Brian C. Andrews, and
Staff filed the testimony of Ronald J. Ancona. Also following that schedule, on
September 18, 2017, DTE Electric filed the rebuttal testimony of Kevin Chreston, Dr.
White, and Mr. Cooper, while ABATE filed the rebuttal testimony of Mr. Andrews.

At the October 24, 2017, evidentiary hearing, the testimony of all witnesses was
bound into the record by agreement of the parties, without the need for the witnesses to
appear, and all proffered exhibits were admitted into evidence. All parties filed briefs on

December 1, 2017, and DTE and ABATE filed reply briefs on December 21, 2017.

OVERVIEW OF THE RECORD

The evidentiary record is contained in 215 transcript pages in two volumes and
22 exhibits. This section reviews the evidentiary record, beginning with the direct
presentations of each party, then turning to the rebuttal testimony.
A. DTE Electric

Mr. Cooper is an Accounting Expert in the Asset Management department of
DTE Energy Corporate Services, LLC.? He provided an overview of the company’s

filing and requested relief and identified the nature of the testimony of each of the

" Transcript references to the testimony contained in this PFD are to volume 2 unless otherwise specified.
The exhibits are Exhibits A-1 through A-17, AB-1 through AB-4, and S-1.

2 Mr. Cooper’s educational background includes a bachelor's degree in Business Administration; he
began working with Michigan Consolidated Gas Company in 1989. Mr. Cooper’s qualifications are set
forth at Tr 141-142; his testimony, including his rebuttal testimony, is transcribed at Tr 140-170.
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company’s witnesses. He explained that Dr. White of Foster Associates Consultants,
LLC performed the depreciation study, while Mr. Charles of Sargent & Lundy, L.L.C.
performed demolition studies for the net salvage calculations.

Mr. Cooper reviewed the Commission’s directions in the company’s most recent
two depreciation cases, Case Nos. U-16117 and U-16991. He addressed the
Commission’s direction that the company provide 40 years of data in its next
depreciation case for certain accounts,® including Accounts 352 (Transmission
Structures and Improvements), 361 (Distribution Structures and Improvements), 390
(General Structures and Improvements), 366 (Distribution Underground Conduit), 367
(Underground Connectors and Devices), 368 (Line Transformers), 369 (Services—
Overhead), and 370 (Meters). After explaining a distinction between “vintage year,”
which he defined as “the calendar year in which an item of plant or equipment is placed
in-service,” and “activity year,” which he defined as “the calendar year in which a
retirement, transfer, or adjustment is posted to the plant or reserve ledger,” Mr. Cooper
testified that DTE lost all “activity year” data prior to 1996 for these accounts. He
testified that in accordance with R 460.2507, DTE notified the Commission of this
missing data on December 9, 2014. He explained that because DTE does not have the

retirement history for these accounts, its depreciation case uses the broad group

3 In Case No. U-16117, DTE sought to switch depreciation methods for these accounts from a “broad
group” straight-line, remaining-life depreciation system to a “vintage group” procedure. The
Commission’s June 16, 2011 order in that docket states as follows at page 12: “[I]n its next depreciation
case Detroit Edison shall file 40 activity years data for the vintage group procedure.” Ordering paragraph
D at page 15 of the order states: “The Detroit Edison Company shall provide at least 40 vintage years of
data when filing its next depreciation case” for these accounts.

4 See Tr 148-149.
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procedure for these accounts instead of the vintage year procedure, to conform to what
the company believes was the Commission’s intention Case No. U-16117.°

Mr. Cooper next addressed the Commission’s direction in Case No. U-16991 that
it provide a more detailed analysis of the assumptions underlying its choice of survivor
curves for wind generating plant. He testified that the company has limited asset history
for this plant and “believes use of estimated data for wind generating plant survivor
curves is still appropriate.”® Mr. Cooper identified a new cost category for which
depreciation rates had not previously been set (Account 363, Storage Battery
Equipment), and requested approval of sub-accounts for streetlighting types.

Mr. Cooper also testified that the removal cost estimates underlying the
company’s depreciation case include two cost categories not previously included in the
analysis, “decontamination” and “decommissioning”, which occur before “demolition.”
Further explaining the removal cost estimate, Mr. Cooper testified that at Mr. Horgan'’s
instruction, he included $23.3 million in projected direct company labor and benefit
expenses associated with a newly-formed internal team, the Major Enterprise Projects
team, but excluded other direct company labor and benefit expenses totaling $47.7
million, and he excluded contingency cost estimates of $122.6 million.”

Mr. Cooper also addressed removal costs for Harbor Beach, which was retired in
2013, and for Conner’s Creek, which was retired in 2011. He testified that the actual
depreciation reserve balance for the test period ending December 31, 2015, included
removal costs, but as shown in Exhibit A-6, DTE expects to incur additional removal

costs of $12.2 million for Harbor Beach and $28.1 million for Conner’s Creek between

5 See Tr 149.
6 See Tr 149.
7 See Tr 151-152.
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2018 and 2020. He testified that he directed Dr. White to include these estimated costs
with the removal costs for the Rouge River plant, which is scheduled for retirement in
2020.8 Specifically for Harbor Beach, Mr. Cooper testified that the additional $12.2
million removal cost projection was not included in the estimate prepared by Sargent &
Lundy because at the time of that study, DTE planned to sell Harbor Beach, but has not
finalized those plans.®

Mr. Cooper also provided testimony in support of the composite inflation rates
used in projecting future removal costs, presenting the historical indices in his Exhibit A-
2, and the projected values for 2016 through 2040 in his Exhibit A-3.7% He testified that
he instructed Dr. White to include removal costs inflated to five years after the
retirement date for each plant, recognizing that the removal cost study performed by
Sargent & Lundy and explained by Mr. Charles estimated removal costs in 2016
dollars.™ Mr. Cooper testified that he also instructed Dr. White to include $61.8 million in
“‘obsolete inventory” costs in his depreciation expense calculations, which Mr. Cooper
testified are supported by his Exhibit A-4.'> Mr. Cooper also addressed the “interim”
removal cost estimates for Fermi 2.3

Mr. Cooper sought permission from the Commission to amortize costs in Account
397, Communications Equipment In General Plant, testifying that it is difficult to track
and consistently report retirements for this account, showing the account balance in his

Exhibit A-5." He also asked to combine the balances in Account 370.01 (Conventional

8 See Tr 152-153.
® See Tr 151-152.
0 See Tr 153-154.
" See Tr 154.
2 See Tr 152.
3 See Tr 154.
4 See Tr 154-155.
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Meters) and Account 370.02 (AMI Meters), on the basis that conventional meters are
being phased out and will no longer be in service by the end of 2017. Mr. Cooper
presented the company’s requested depreciation rates in his Exhibit A-7, asserting that
these rates will provide DTE the necessary cash flow to operate and maintain its
business and appropriately reflect the consumption of the assets over their average
remaining life.’® He also presented depreciation rates for MERC in his Exhibit A-11,
explaining that the increase in depreciation rate from the 2.81% approved in Case No.
U-10348 and the 4.05% rate requested in this case is due to the land lease expiring in
10 years."”

Mr. Charles is a Senior Principal Consultant with Sargent & Lundy, L.L.C."® As
noted above, his firm performed the removal cost studies underlying the company’s
depreciation case, which are included in Exhibit A-14. He testified that the studies
include a cost estimate and environmental review for the dismantlement and scrap of
certain coal-fired sites, gas-fired sites, diesel-fired peakers, wind farms, solar arrays,
and landfill sites. He explained the general methods, “stochastic” and “deterministic,”
that were used in the study, along with the decommissioning and decontamination cost
information supplied by DTE. He testified that his staff visited several sites, including a
wind farm and two solar sites. He also testified that no salvage value was assumed for
any equipment, only the scrap value of metal from the equipment.’® He presented a

table summarizing the estimated removal costs by plant or plant type. He testified that

5 See Tr 155.

6 See Tr 156.

7 See Tr 156.

8 Mr. Charles’s educational background includes a bachelor's degree in electrical engineering, and he is
a registered professional engineer in lllinois and Pennsylvania. His testimony is transcribed at Tr 14-28.
9 See Tr 21.
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the estimated costs include contingency amounts, and that the sites were presumed to
be returned to an “improved industrial site” level. He also identified specific instructions
the Commission provided in Case No. U-16991 and indicated that his study complied
with these instructions.?®

Mr. Henderson works for DTE as Manager of Renewable Energy Operations
within the Business Planning & Development department.?! He testified to provide an
overview of the wind and solar projects included in the company’s depreciation case,
and to address certain instructions the Commission gave in Case No. U-16991. His
testimony included a chart identifying each of the company’s wind and solar facilities at
the time of the depreciation study, by size, year in service, and nature of DTE’s interest
in the underlying property. Specifically addressing the Commission’s direction to
assess the potential to reuse wind towers with future generators, he acknowledged that
General Electric has a new program to extend the useful life of wind turbine generators,
and he acknowledged that manufacturers are contemplating measures such as
stiffening rings to extend the lives of towers, but further testified that DTE has not
performed an analysis of the viability of the towers and foundations to accommodate
such extensions, and therefore assumes that the turbines will be dismantled when the
wind parks are decommissioned.??> He also testified that there have been no significant

changes in disposal alternatives for solar panels, although many experts believe

20 See Tr 27-28.

21 Mr. Henderson'’s educational background includes a bachelor's degree in mechanical engineering. He
is a registered professional engineer in Michigan and has worked for DTE Electric since 1981. His
testimony is transcribed at Tr 45-56.

22 See Tr 54-55.
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alternatives will develop.?® He also testified that DTE has not included interim
retirements for solar and wind projects due to its limited history with these assets.

Mr. Horgan is Director of Regulatory Operations for DTE Energy Corporate
Services, LLC.2* He testified in support of two adjustments he directed Mr. Cooper to
make to the demolition study prepared by Sargent & Lundy. As noted above, DTE
excluded $122.6 million in contingency amounts from the cost estimates, and $48.1
million in direct company labor and benefits over and above the MEP team cost
estimate. He stated that the rationale for excluding contingency costs is to mitigate the
proposed depreciation rate/expense increase to customers, recognizing that the costs
will not be incurred for at least 7 years.?®> He also recommended that direct labor costs
over and above the MEP team costs be revisited closer to the decommissioning.?6 Mr.
Horgan also stated the company’s request that the Commission retain the most-
recently-approved depreciation rates through the self-implementation period of the
company'’s current rate case.

Mr. Johnston is Manager of Community Lighting for DTE.?” He testified
regarding the company’s streetlighting assets. He requested that the accounts for the
streetlight assets be revised, with the creation of eight additional subaccounts to
separate lighting technologies into two groups: high-intensity discharge, which includes
mercury vapor, high pressure sodium, and metal halide; and light-emitting diode (LED)

technology. Each of these technology groups would have separate accounts depending

23 See Tr 55-56.

24 Mr. Horgan’s educational background includes an undergraduate degree in accounting as well as an
MBA. He worked for ANR Pipeline Company for over 20 years before beginning work with DTE Energy in
2001. His testimony is transcribed at Tr 58-66.

25 See Tr 64.

% See Tr 64-65.

27 Mr. Johnston’s educational background includes a bachelor's degree in engineering and an MBA
degree. He has worked for DTE Electric since 1985. His testimony is transcribed at Tr 68-89.
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